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INDEPENDENT AUDITORS' REPORT

Honorable Board of Trustees:

We have audited the accompanying financial statements of the Marion, Howell, Oceola & Genoa Sewer &
Water Authority as of and for the year ended September 30, 2006. These financial statements are the
responsibility of the Authority Board. Our responsibility is to express an opinion on these financial statements
based on the audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis
for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of the Marion, Howell, Oceola & Genoa Sewer & Water Authority, as of September 30, 2006, and the
respective changes in financial position and cash flows, where applicable, thereof for the year end in
conformity with accounting principles generally accepted in the United States of America.

The Management’s Discussion and Analysis on pages 6 through 9 is not a required part of the basic financial
statements but is supplementary information required by accounting principles generally accepted in the
United States of America. We have applied certain limited procedures, which consisted principally of inquiries
of management regarding the methods of measurement and presentation. However, we did not audit the
information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Marion, Howell, Oceola & Genoa Sewer & Water Authority’s basic financial statements. The
supplementary information presented for purposes of additional analysis is not a required part of the basic
financial statements. The supplementary information have not been subjected to the auditing procedures
applied in the audit of the financial statements and accordingly, we express no opinion on them.
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Management Discussion and Analysis
September 30, 2006

Within this section of the Marion, Howell, Oceola & Genoa Sewer & Water Authority financial report, the
Authority’s management is providing a narrative discussion and analysis of the financial activities of the
Authority for the fiscal year ended September 30, 2006. This narrative discusses and analyzes the
activity within the context of the accompanying financial statements and disclosures following this
section. The discussion focuses on the Authority’s primary government and, unless otherwise noted,
component units reported separately from the primary government are not included.

Overview of the Financial Statements

Management's Discussion and Analysis introduces the Authority’s financial statements. The financial
statements include all the statements required by the Governmental Accounting Standards Board and
the notes to the financial statements. The Authority also includes in this report additional information to
supplement the basic financial statements.

Government-wide Financial Statements

The Authority’s annual reports include two Authority-wide financial statements. These statements
provide both long-term and short-term information about the Authority’s overall status. Financial
reporting at this level uses a perspective similar to that found in the private sector with its basis in full
accrual accounting and elimination or reclassification of internal activities.

The first of these statements is the Statement of Net Assets. This is the Authority-wide statement of
position presenting information that includes all the Authority’s assets and liabilities, with the difference
reported as net assets. Over time, increases or decreases in net assets may serve as a useful indicator
of whether the financial position of the Authority as a whole is improving or deteriorating. Evaluation of
the overall health of the Authority may extend to various non-financial factors as well.

The second government-wide statement is the Statement of Revenues, Expenses and Changes in Net
Assets which reports how the Authority’s net assets changed during the current fiscal year. The design
of this statement is to show the financial reliance of the Authority’s distinct activities or functions on the
revenues generated by the Authority.

The Authority’s financial reporting includes all the funds of the Authority (primary government) and,
additionally, organizations for which the Authority is accountable (component units). Since the
Authority’s sole purpose is to operate and manage a water system, only one fund is maintained. Thus,
there are no fund financial statements prepared by the Authority.

Notes to the financial statements

The accompanying notes to the financial statements provide information essential to a full understanding
of the financial statements.

Other information
In addition to the financial statements and accompanying notes, this report also presents certain

supplementary information. Other supplementary information includes a budget to actual reconciliation
for current year Authority operations.



Financial Analysis of the Authority as a Whole

The Authority’s net assets at the end of the fiscal year were $43,361,318. This is a $6,420,254 increase
over last year’s net assets of $36,941,064.

The following tables provide a summary of the Authority’s financial activities and changes in net assets:

Summary of Net Assets

09/30/2006 09/30/2005
ASSETS
Current and other assets $ 2,283,781 $ 1,740,926
Restricted assets 1,615,495 1,444,275
Capital assets, net 39,907,177 34,264,893
Total assets 43,806,453 37,450,094
LIABILITIES
Accounts payable 127,431 70,366
Due to others (from restricted assets) 317,704 438,664
Total liabilities 445,135 509,030
NET ASSETS
Invested in capital assets 39,907,177 34,264,893
Unrestricted 3,454,141 2,676,171
Total net assets $ 43,361,318 $ 36,941,064



Operating revenues
Operating expenses

System operations

Administrative

Total operating expenses

Operating (loss)
Non-operating revenues, net
Capital contributions
Net income

Beginning net assets

Ending net assets

Summary of Changes in Net Assets

09/30/2006 09/30/2005
$ 2,024,767 $ 1,876,987
2,034,432 1,721,832
221,697 158,087
2,256,129 1,879,919
(231,362) (2,932)
97,303 79,446
6,554,313 7,436,500
6,420,254 7,513,014
36,941,064 29,428,050
$ 43,361,318 $ 36,941,064



Revenues from operations increased by 8%, as usage increased due to 208 new users being added to
the system and a rate increase of $0.05 per 1,000 gallons. Operating expenses increased slightly over
the prior year due to depreciation expense, increased cost of chemicals, and meter replacements.
Member capital cash contributions decreased significantly because of the completed expansion project
in progress.

Member capital (non-cash) contributions or additions to the water system by developers and townships
increased mainly because of the large developments in Oceola and Howell Township.

As a result, net income decreased from $7,513,014 for the year ended September 30, 2005 to
$6,420,254 for the year ended September 30, 2006.

Capital and Debt Administration

The Authority itself does not have any long-term debt. However, the individual member townships have
issued debt over the years to finance the construction of the water treatment plant, various pumps and
water lines in the respective townships. The townships are responsible for paying their own debt.

The member townships and various developers directly spent $4,654,313 for additions to the system
(water lines, pumps, etc.). This amount is recorded as capital contributions - additions to system or
income in the statement of revenues and expenses since the infrastructure is added to the Authority’s
fixed assets and will be depreciated over future years. In addition, the Authority paid out $1.8 million for
the ongoing $11 million plant expansion project.

Economic Factors and Next Year's Goals

The Authority’s financial outlook continues to remain relatively strong. The population in the service
area is expected to grow with new users being regularly added to the system. The growth will however,
more than likely slow down compared to prior years with the downturn in the economy.

Contacting the Authority’s Financial Management

This report is designed to provide a general overview of the Authority’s financial position and comply
with finance-related regulations. If you have further questions about this report or request additional
information, please contact the Authority at 2911 Dorr Road, Brighton, Michigan, 48116.
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MARION, HOWELL, OCEOLA & GENOA SEWER & WATER AUTHORITY

STATEMENT OF NET ASSETS
SEPTEMBER 30, 2006

ASSETS
CURRENT ASSETS
Cash
Accounts receivable - water operations
Accounts receivable - Genoa Township
Prepaid expenses
Inventory

Total current assets

RESTRICTED ASSETS
Cash - (collected on behalf of others)
Cash - expansion
Cash - equipment replacement
Cash - Howell Township water tower
Cash - Escrows

Total restricted assets
CAPITAL ASSETS
Land
Water System
Equipment
Less accumulated depreciation
Net property, plant and equipment

CONSTRUCTION IN PROGRESS

Total assets

LIABILITIES

CURRENT LIABILITIES (from unrestricted assets)
Accounts payable - water operations

CURRENT LIABILITIES (from restricted assets)
Due to others - escrows
Due to other water and sewer districts

Total current liabilities (from restricted assets)

Total current liabilities

NET ASSETS

NET ASSETS
Investment in capital assets
Unreserved

Total net assets

The accompanying notes are an integral part of these financial statements
PFEFFER, HANNIFORD & PALKA
Certified Public Accountants -11-

1,373,841
865,067
20,374
5,749
18,750

88,562
378,992
707,315
172,038
268,588

328,982
35,850,881
130,092

36,309,955
6,248,960

268,588
49,116

39,907,177
3,454,141

$

2,283,781

1,615,495

30,060,995

9,846,182

43,806,453

127,431

317,704

445,135

$ 43,361,318



MARION, HOWELL, OCEOLA & GENOA SEWER & WATER AUTHORITY
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS
FOR THE YEAR ENDED SEPTEMBER 30, 2006

OPERATING REVENUES

Billings - operations $ 1,990,773
Meter sales - net 20,374
Services fees 13,620
Total operating revenues $ 2,024,767

OPERATING EXPENSES

Labor - contract 559,372
Meter reading 26,868
Chemicals and supplies 115,929
Repairs and maintenance 187,918
Inspections and testing 8,289
Utilities 193,211
Telephone 24,685
Meters and supplies for meters 100,360
Miss digs 237
Depreciation 811,228
Small equipment 3,850
Back flow prevention program 2,485
Total operating expenses 2,034,432
ADMINISTRATION EXPENSES
Director fees 16,971
Office expenses 6,494
Per diem - board members 14,000
Bookkeeping 6,720
Accounting and audit fees 21,085
Insurance 35,541
Administration - billing preparation 86,211
Consulting and engineering 34,675
Total administration expenses 221,697
Total expenses 2,256,129
OPERATING (LOSS) $ (231,362)

The accompanying notes are an integral part of these financial statements

PFEFFER, HANNIFORD & PALKA
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MARION, HOWELL, OCEOLA & GENOA SEWER & WATER AUTHORITY
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS- (continued)
FOR THE YEAR ENDED SEPTEMBER 30, 2006

NON-OPERATING REVENUES
Interest income
Rental income
Other income
Total non-operating revenue
CAPITAL CONTRIBUTIONS
Member contributions - cash
Developer contributions - additions to system
Total capital contributions
Net income

NET ASSETS, OCTOBER 1, 2005

NET ASSETS, SEPTEMBER 30, 2006

PFEFFER, HANNIFORD & PALKA
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$ 43,806
34,255

19,242

1,900,000
4,654,313

$ 97,303

6,554,313
6,420,254
36,941,064

$ 43,361,318



MARION, HOWELL, OCEOLA & GENOA SEWER & WATER AUTHORITY
STATEMENT OF CASH FLOWS - DIRECT METHOD
FOR THE YEAR ENDED SEPTEMBER 30, 2006

CASH FLOWS FROM (USED IN) OPERATING ACTIVITIES

Receipts from customers $ 3,218,332
Receipts (net) from developers, others 278,055
Payments to vendors (2,975,570)
Net cash from operating activities $ 520,817

CASH FLOWS FROM (USED IN) CAPITAL AND RELATED
FINANCING ACTIVITIES

Member contributions 1,900,000
Acquisition of capital assets/construction (1,799,199)
Net cash from capital and related financing activities 100,801

CASH FLOWS FROM INVESTING ACTIVITIES

Interest income 43,806
Rental income 34,255
Net cash from investing activities 78,061
Increase in cash 699,679
CASH AT OCTOBER 1, 2005 2,289,657
CASH AT SEPTEMBER 30, 2006 $ 2,989,336

RECONCILIATION OF OPERATING (LOSS) TO NET CASH
FROM (USED IN) OPERATING ACTIVITIES
Operating (loss) $ (231,362)
Adjustments to reconcile operating (loss) to net
cash from (used in) operating activities

Other income 19,242
Depreciation expenses 811,228
Changes in assets and liabilities

Receivables, net (38,067)
Inventory (18,750)
Accounts payables, net 57,065
Prepaid expenses 42,421
Due to others, net (120,960)
Net cash from operating activities $ 520,817

The accompanying notes are an integral part of these financial statements

PFEFFER, HANNIFORD & PALKA
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MARION, HOWELL, OCEOLA & GENOA SEWER & WATER AUTHORITY
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED SEPTEMBER 30, 2006

NOTE 1 - DESCRIPTION OF THE REPORTING ENTITY

The Marion, Howell and Oceola Sewer & Water Authority was incorporated on February 28, 1994, under
Act No. 233, Public Acts of Michigan, 1955 as amended. On March 20, 1996 the articles of incorporation
were amended to add Genoa Township to the Authority. The four incorporating municipal entities are
Marion, Howell, Oceola and Genoa Townships. The purpose of the Authority is to acquire, own, improve,
enlarge, extend, operate, maintain, manage and administer sewage disposal systems, water supply
systems, or both.

The construction of a water system was completed in December of 1997. Thus, the Marion, Howell,
Oceola and Genoa Sewer & Water Authority (MHOG) began operations in January of 1998.

The financing of the water system was done mostly by the sale of contract bonds which are retired through
special assessments by the various townships through the Livingston County Department of Public Works.
There were several construction funds set-up to administer the disbursements of funds to pay for the
construction at the Livingston County Department of Public Works. Disbursements of funds have also
been paid out of various funds maintained by the various townships for construction of the system.

The Authority board is composed of two voting representatives from each township. Each representative
serves a one year term. The four townships also appoint an alternate representative or representatives
who attend meetings in the absence of the representative appointed by the alternate’s respective township.

A. SIGNIFICANT ACCOUNTING POLICIES

The accounts of the Authority are organized on the basis of a proprietary fund type, specifically an
Enterprise Fund. The activities of this fund are accounted for with a separate set of self-balancing
accounts that comprise the Authority’s assets, liabilities, net assets, revenues, and expenses. Enterprise
funds account for activities:

1. that are financed with debt that is secured solely by a pledge of the net revenues from fees and
charges of the activity; or

2. that are required by laws or regulations that the activity's costs of providing service, including
capital costs (such as depreciation or debt service), be recovered with fees and charges, rather
than with taxes or similar reviews; or

3. that the pricing policies of the activity establish fees and charges designed to recover its costs,
including capital costs (such as depreciation or debt service).

B. MEASUREMENT FOCUS

The financial activities of the Authority are accounted for on a flow of economic resources measurement
focus, using the accrual basis of accounting. Under this method, all assets and liabilities associated with
its operations are included on the statement of net assets; revenues are recorded when earned, and
expenses are recorded when liabilities are incurred.

PFEFFER, HANNIFORD & PALKA
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MARION, HOWELL, OCEOLA & GENOA SEWER & WATER AUTHORITY
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED SEPTEMBER 30, 2006

NOTE 1 - DESCRIPTION OF THE REPORTING ENTITY - continued

C.

CASH AND CASH EQUIVALENTS

The Authority considers its deposits and restricted deposits and investments held with maturities of three
months or less to be cash equivalents.

CAPITAL ASSETS

Capital assets are stated at cost. Depreciation and amortization are computed using the straight-line
method based on the estimated useful lives of the related assets, which range from 5 to 10 years for
equipment and 5 to 40 years for buildings, structures, and improvements.

CONSTRUCTION-IN-PROGRESS

The costs of acquisition and construction of major plant and equipment is recorded as construction-in-
progress. As facilities are accepted by the Authority and become operative, they are transferred to the
facilities and improvements or machinery and equipment accounts and depreciated in accordance with
the Authority’s depreciation policies. Costs of construction projects that are discontinued are recorded as
expense in the year in which the decision is made to discontinue such projects.

CAPITALIZATION OF INTEREST

A portion of the interest cost incurred on capital projects is capitalized on assets that require a period of
time for construction or to otherwise prepare them for their intended use. Such amounts are amortized
over the useful lives of the assets.

PREMIUM AND ISSUANCE COSTS

Bond discount, premium, and issuance costs are amortized over the term of the related bonds. No such
bond discount/premiums or issuance costs were outstanding or issued during the year ended September
30, 2006.

NOTE 2 - MANAGEMENT'S ESTIMATES

The preparation of financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities
and disclosure of contingent assets and liabilities at the date of the financial statements and reported amounts
of revenues and expenses during the reporting period. Actual results could differ from those estimates.

PFEFFER, HANNIFORD & PALKA
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MARION, HOWELL, OCEOLA & GENOA SEWER & WATER AUTHORITY
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED SEPTEMBER 30, 2006

NOTE 3 - DEPOSITS WITH FINANCIAL INSTITUTIONS

Michigan Compiled Laws Section 129.91, authorizes the Authority to deposit and invest in the accounts of
Federally insured banks, credit unions, and savings and loan associations; bonds, securities and other direct
obligations of the United States, or any agency or instrumentality of the United States; United States
government or Federal agency obligation repurchase agreements; bankers; acceptance of United States
banks; commercial paper rated by two standard rating agencies within the two highest classifications, which
mature not more than 270 days after the date of purchase; obligations of the State of Michigan or its political
subdivisions which are rated investment grade; and mutual funds composed of investment vehicles which are
legal for direct investment by local units of government in Michigan. Financial institutions eligible for deposit
of public funds must maintain an office in Michigan. The Authority’s deposits are in accordance with statutory
authority.

The Governmental Accounting Standards Board Statement No. 3 risk disclosures for the Authority’s deposits
are as follows:

Carrying Bank
Deposits Amount Balance
First National Bank, Howell Insured $ 100,000 $ 100,000
Uninsured and uncollateralized 2,889,336 2,972,735

$2989,336 $3,072,735

NOTE 4 - ACCOUNTS RECEIVABLE

Accounts receivable consist of regular quarterly billings and penalties. Each year, as of September 30,
accounts receivable that are over 90 days old are placed on the tax roll for the applicable township. As of
September 30, 2006, approximately $69,651 of the outstanding $865,067 accounts receivable went on the tax
roll for collection. The Authority will receive the $69,651 by March of 2007 through the tax collection process.
The remaining accounts receivable of $795,416 ($865,067 - $69,651) were under 90 days old as of
September 30, 2006.

PFEFFER, HANNIFORD & PALKA
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MARION, HOWELL, OCEOLA & GENOA SEWER & WATER AUTHORITY
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED SEPTEMBER 30, 2006

NOTE 5 - PROPERTY, PLANT AND EQUIPMENT

The following is a summary of changes in property, plant and equipment:

Balance Balance

10-1-05 Additions (Deletions) 9-30-06
Land $ 328982 % $ $ 328,982
Water system 31,145,105 4,705,776 35,850,881
Equipment 118,802 11,290 130,092
Total $ 31,592,889 $ 4,717,066 $ $ 36,309,955
Construction in progress $ 8,109,736 $ 1801473 $ 65,027 $ 9,846,182

The Authority is virtually complete with its expansion of the water treatment plant and expects it to be fully
functional at the beginning of the next fiscal year. Total costs are estimated to be approximately $11,000,000.

The following is a summary of changes in accumulated depreciation:

Balance October 1, 2005 $ 5,437,732
Depreciation incurred for the year ended September 30, 2006 811,228
Balance September 30, 2006 $ 6.,248960

Depreciation related to the water system and equipment is recorded as depreciation expense on the
statement of revenues and expenses. Depreciation is recorded on the straight-line basis over the estimated
useful life of the asset which is as follows:

Water system - plant and distribution system 510 40 years
Equipment 510 10 years

PFEFFER, HANNIFORD & PALKA
Certified Public Accountants -19-



MARION, HOWELL, OCEOLA & GENOA SEWER & WATER AUTHORITY
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED SEPTEMBER 30, 2006

NOTE 6 - STATEMENT OF CASH FLOWS

Pursuant to Governmental Accounting Standards Board (GASB) statement number 9, a statement of cash
flows is presented. The purpose of the statement of cash flows is to explain the change in cash and cash
equivalents during the year.

Cash equivalents are defined as short-term, highly liquid investments with original maturities of three months
or less. The indirect method was utilized to present cash flows from operations. The following is a summary
of beginning and ending cash and cash equivalents:

Beginning Ending
Balance Balance
October 1, September 30,
2005 2006
CURRENT ASSETS
Cash and cash equivalents $ 845,382 $ 1,373,841
RESTRICTED ASSETS
Cash and cash equivalents 1,444,275 1,615,495
Total cash and
cash equivalents $ 2,289,657 $ 2,989,336

NOTE 7 - RISK MANAGEMENT

The Authority is exposed to various risks of loss related to torts; theft of, damage to, and destruction of assets;
errors and omissions; injuries to employees; and natural disasters. The Authority maintains commercial
insurance coverage covering each of those risks of loss. Management believes such coverage is sufficient to
preclude any significant uninsured losses to the Authority. Settled claims have not exceeded this commercial
coverage in any of the past three fiscal years.

NOTE 8 - SEGMENT INFORMATION

Selected financial information is as follows:

Operating revenue $ 2,024,767
Depreciation 811,228
Total assets 43,806,453
Total net assets 43,361,318
Net income 6,420,254

PFEFFER, HANNIFORD & PALKA
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MARION, HOWELL, OCEOLA & GENOA SEWER & WATER AUTHORITY
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED SEPTEMBER 30, 2006

NOTE 9 - BUDGET INFORMATION

The Authority adopts an annual budget for operations of the water system prior to the fiscal year. The budget
is amended from time to time to reflect economic reality.

The Authority excludes from the annual operating budget such items as:

o Depreciation
e Contributions from developers and members
e Major purchases from its reserve cash account

The Authority includes in the annual operating budget such items as:

e Major capital asset purchases from its Operations and Maintenance cash account.
e Transfers to reserves from Operations and Maintenance cash account.

The following schedule is reconciliation between the Statement of Revenues, Expenses and Changes in Net
Assets (GAAP) and the Schedule of Revenues, Expenses and Transfers - Budget to Actual (Non-GAAP,
supplementary information).

Per statement of Revenues, Expenses and Changes in Net Assets

Net income $ 6,420,254
Reconciling items

Additions

Depreciation expense 811,228
Deductions

Transfers to reserves $ (209,255)

Contributions (6,554,313)

Capital purchases from Operations and Maintenance (20,795)

Interest income-reserves (19,515)

Total deductions (6,803,878)

Net revenues over expenses and transfers per
budget to actual report $ 427,604

PFEFFER, HANNIFORD & PALKA
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MARION, HOWELL, OCEOLA & GENOA SEWER & WATER AUTHORITY
SCHEDULE OF REVENUES, EXPENSES AND TRANSFERS — BUDGET TO ACTUAL — OPERATIONS ONLY
FOR THE YEAR ENDED SEPTEMBER 30, 2006

Actual Budget Variance
One Year One Year Favorable
9-30-06 9-30-06 (Unfavorable)
REVENUES
Billings $ 1,990,773 $ 1,900,000 $ 90,773
Other revenues 32,862 6,000 26,862
Rental income — Howell Tower 34,255 37,260 (3,005)
Meter sales 20,374 20,000 374
Interest income 24,291 20,000 4,291
Total revenues 2,102,555 1,983,260 119,295
EXPENSES — OPERATIONS
Labor - contract 550,056 550,000 (56)
Labor - out of scope 36,184 40,000 3,816
Lime sludge removal 60,000 60,000
Lab testing 5,000 5,000
Chemicals and supplies 115,929 105,000 (10,929)
Repairs and maintenance — grounds/building 7,509 10,000 2,491
Repairs and maintenance - other 180,409 180,000 (409)
Inspection and testing 8,289 10,000 1,711
Utilities - electric 172,265 170,000 (2,265)
Utilities - gas 20,946 28,000 7,054
Telephone 24,685 25,000 315
Backflow Prevention Program 2,485 5,000 2,515
MXU/GPS Meter Program 99,315 100,000 685
Meters and supplies for meters 1,045 5,000 3,955
Miss Dig 237 1,500 1,263
Other 10,000 10,000
Capital purchases 15,140 10,000 (5,140)
Total operating expenses 1,234,494 1,314,500 80,006
EXPENSES — ADMINISTRATION
Director fees 16,971 16,000 (971)
Office expenses 6,494 5,000 (1,494)
Per diem — board members 14,000 15,500 1,500
Bookkeeping 6,720 6,720
Accounting and audit fees 21,085 25,000 3,915
Insurance 35,541 37,000 1,459
Legal 1,500 1,500
Administration — billing preparation 86,211 87,000 789
Consulting and engineering 44,180 45,000 820
Total administration expenses 231,202 238,720 7,518
TRANSFERS TO RESERVES FROM O & M 175,000 175,000
TRANSFERS TO RESERVES — HOWELL TOWER RENT 34,255 37,260 3,005
Total transfers to reserves 209,255 212,260 3,005
TOTAL EXPENSES AND TRANSFERS 1,674,951 1,765,480 90,529
Net revenues over expenses and transfers $ 427604 3 217,780 $ 209,824

This schedule is prepared to present revenues and expenses related to current operations only and includes capital purchases and transfers to reserves
and as such does not present the results of operations on the basis of generally accepted accounting principles but is presented for supplemental
information. See footnote for reconciliation of Budget to Actual report and Statement of Revenues, Expenses and Changes in Net Assets.
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MARION, HOWELL, OCEOLA & GENOA SEWER & WATER AUTHORITY
SCHEDULE OF REVENUES, EXPENSES AND TRANSFERS - OPERATIONS ONLY
COMPARISON OVER NINE YEARS

9/30/2006 9/30/2005 9/30/2004 9/30/2003 9/30/2002
REVENUES
Billings $ 1,990,773 $ 1,854,221 $ 1,530,160 $ 1,364,164 $ 1,309,370
Interest income 24,291 14,132 6,007 7,571 6,758
Rental income - Howell Tower 34,255 36,855 34,425 28,350
Wellhead protection grant 2,982 21,845 9,585
Meter sales 20,374 19,784 31,916 24,398 21,155
Other income 32,862 28,459 1,786 3,294 2,847
Total revenues 2,102,555 1,956,433 1,626,139 1,427,777 1,349,715
EXPENSES — OPERATIONS
Labor — contract 550,056 566,566 514,614 457,495 493,017
Labor — non-contract 36,184 28,112 25,112 67,385 126,248
Lime sludge removal 31,825 25,000
Lab testing 2,409 4,061 448 1,967
Chemicals and supplies 115,929 2,636 9,538 16,400 58,729
R & M - grounds and building 7,509 3,536 6,964 6,955 12,323
R & M — other 180,409 147,414 237,992 183,885 139,306
Inspections and testing 8,289 2,125 5,968 1,859
Utilities - electric 172,265 150,782 123,322 112,977 109,620
Utilities — gas 20,946 11,259 7,197 6,075 4,417
Telephone 24,685 18,320 15,710 15,723 11,727
Backflow Prevention Program 2,485
MXU/GPS Meter Program 99,315
Meter installs - labor 6,020
Meter and supplies for meters 1,045 1,526 1,984 3,567 1,265
Miss Dig 237 234 1,128 862 862
Other
Capital purchases 15,140 17,619
Total expenses - operations 1,234,494 952,538 953,590 905,456 990,501
EXPENSES — ADMINISTRATION
Director fees 16,971
Office expenses 6,494 1,353 269 1,152 1,323
Per Diem - board members 14,000 12,525 12,525 12,850 9,475
Bookkeeping 6,720 6,480 6,480 6,300
Accounting/audit fees 21,085 20,335 19,485 18,500 16,170
Insurance 35,541 35,354 34,031 30,041 24,889
Vulnerability assessment 15,600
Legal 752
Mapping project 8,031 2,768
Wellhead protection expenses 339 32,046 9,073 11,394
Meter reading -
billing preparation 86,211 75,337 69,501 58,300 49,152
Sewer assessment
Consulting and engineering 44,180 5,612 2,625 575 987
Total expenses -
administration 231,202 158,087 200,593 139,559 113,390
TRANSFERS TO RESERVES 209,255 181,855 179,525 148,350 58,281
Total expenses and transfers
to reserves 1,674,951 1,292,480 1,333,708 1,193,365 1,162,172
Net revenues, expenses,
transfers $ 427,604 $ 663,953 $ 292,431 $ 234,412 $ 187,543

This schedule is prepared to present revenues and expenses related to current operations only (excludes member contributions and
depreciation) and includes transfer to reserves and as such does not present the results of operations on the basis of generally
accepted accounting principles but is presented for supplemental information.
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9/30/2001 9/30/2000 9/30/1999 9/30/1998
$ 985,744 $ 714,055 $ 559,837 $ 351,479
10,515 4,847 2,821 1,529
5,686 6,945 830
46,702 62,196 226,016 115,875
11,567 5,104 10,838 23,836
1,060,214 793,147 800,342 492,719
339,796 201,798 184,253 98,235
137,135 69,236 67,001 45,573
933 1,150 1,663 4,852
59,131 32,081 38,020 35,043
11,852 17,638 7,267 2,223
63,352 62,817 24,192 6,146
1,769 624 590 620
98,615 74,420 60,193 46,033
5,160 5,088 7,216 7,904
8,294 8,390 9,373 7,385
5,031 5,498 5,492 6,455
2,636 16,120 206,373 108,759
110
347
733,814 495,207 611,633 369,228
899 441 561 1,296
10,425 8,025 10,125 5,525
17,175 14,845 14,735 5,850
2,831
5,686 6,445
40,936 34,142 26,354 25,665
5,717 4,273
75,121 72,446 56,048 38,336
35,500 35,500 35,500 26,625
844,435 603,153 703,181 434,189
$ 215,779 $ 189,994 $ 97,161 $ 58,530
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December 16, 2006

Honorable Board of Trustees
Marion-Howell-Oceola & Genoa SWATH
2911 Dorr Road

Brighton, Michigan 48116

Dear Honorable Board of Trustees:

225 E. Grand River - Suite 104
Brighton, Michigan 48116-1575
(810) 229-5550

FAX (810) 229-5578

During the audit process for the year ending September 30, 2006 certain items came to our attention

which we would like to discuss with you. Those items are as follows:

1. When confirming bank information it was brought to our attention by First National Bank there

are three individuals which are listed as signers on the accounts who no longer serve on the
Marion Howell Oceola Genoa (MHOG) SWATH Board. Per discussions with the Treasurer, the
problem has been resolved.

It appears Cingular is no longer paying for rent of space on the Howell water tower. No
verification could be found showing the equipment has been removed from the water tower. We
suggest the Authority review this situation

There were two payments made by the expansion fund for sensors and fencing. According to
the minutes the costs should be split between the expansion and Operation and Maintenance
funds. The amount owed by Operation and Maintenance to expansion is $24,784.27. We
recommend the amount be paid.

We would like to thank Robin, Greg and employees that assisted us during the audit process for their

cooperation.

If you should have any questions, comments or concerns please do not hesitate to call us.

This report is intended solely for the information and use of the Board of Trustees and management of
Marion Howell Oceola and Genoa (MHOG) SWATH and is not intended to be and should not be used

by anyone other than the specified parties.

Pf’éf’f’}’/z/, %/Wmf' &> Fnlba, 7O
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